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Just one month after taking office, Ecuadoran President Jamil Mahuad announced far-reaching
economic austerity measures, including a devaluation of the currency, the sucre. The devaluation
came two weeks after neighboring Colombia devalued its currency. Although Ecuador has one
of Latin America's smallest economies, the measure set off fears of additional devaluations in the
region, which has been hard hit by the global financial turmoil. On Sept. 8, Finance Minister Fidel
Jaramillo said that, because of the low oil prices, the global financial crisis, and domestic financial
difficulties, Ecuador was almost broke. Some government employees have not been paid since July
(see NotiSur, 07/24/98 and 08/14/98).
"The fiscal situation is critical," Jaramillo said in a televised interview. "The government is
preparing an emergency plan to cover a lack of capital and breathe new life into internal accounts
through the end of the year." The plan was announced Sept. 14. It quadrupled the price of a cylinder
of natural gas, tripled the price of electricity, and increased diesel prices by 28%.
President Mahuad, who took office Aug. 10, also said he would eliminate all public job contracts
created between January and August this year, freeze public-sector hiring, and sell 20% of the state's
real-estate holdings. Mahuad said to increase revenues and reduce public spending he will reduce
the number of public employees, the fleet of government vehicles, and the size of the security force
in the government palace. "This is the moment to prevent a catastrophe," said Mahuad. "I have to
act responsibly to confront the crisis, and I take full responsibility for adopting these measures."
The government said the economic package will cut US$540 million in gas and energy subsidies to
slash the budget deficit. It came a day after the Central Bank devalued the currency by 15%. Just last
week, Finance Minister Jaramillo had denied an impending devaluation.
The day after the measures were announced, the state oil company Petrocomercial announced
an increase in prices for all petroleum products as a consequence of the devaluation. The 15%
devaluation of the sucre, plus the price increases for household gas and electricity, brought the new
president stinging criticism. Although the measures have the support of business leaders and the
banking community, unions have begun demonstrations and are threatening a nationwide general
strike.

Plan includes "compensatory" payments to poor
Mahuad admitted that the poor and working class would be hit hard by the measures, and he
announced some compensations such as monthly payments of US$16 to mothers with minor
children whose monthly income is less than US$160. He also offered US$8 payments to the elderly.
"I ask unions to analyze the economic program and reflect on the compensatory subsidies directed
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at the nation's poor," said Interior and Police Minister Ana Lucia Armijos. But Wilson Becerra,
president of the Frente Unitario de Trabajadores (FUT), said the payment will denigrate women
"who are going to be mistreated, who will have to spend entire days and nights in line, and who will
end up giving up this miserable crumb the government is trying to give the Ecuadoran people."
The FUT, the largest labor organization in the country, said protests would begin immediately.
It complained that the announced compensations are insufficient. Becerra said the measures are
inconsistent with the economic and social situation in the country and are the opposite of what
Mahuad promised in his campaign. "The measures are extremely harsh, the people are not in a
condition to accept such measures, which have repercussions on everything," Becerra said. "The
president has without doubt lied to the people, saying one thing during his campaign and now
doing another. It shows that it's all the same, there is no difference between one government and
another, between this one and the ones before it."
The Confederacion de Nacionalidades Indigenas de Ecuador (CONAIE) called a meeting of its
leaders to plan actions to protest the measures. The Federacion de Organizaciones Campesinas,
Indigenas y Negras (FENOCIN) joined the opposition and also criticized the church and bankers
for supporting the austerity package. FENOCIN demanded the immediate repeal of the measures
and called for a moratorium on the payment of US$14.5 billion in debt servicing, which it said would
enable the government to respond to the national financial crisis.
The media has published daily polls indicating that the majority of the population feel adversely
affected by the adjustments. Economy hit by global crisis and El Nino The austerity program is
aimed at reducing annual inflation that exceeds 40%, one of the highest in Latin America. The
budget deficit has ballooned to US$1.4 billion, or 7% of GDP, from 2.5% of GDP in 1997. Weak
crude-oil prices and heavy damage from El Nino-caused storms have been largely to blame.
And the financial turmoil sweeping the globe has only made Ecuador's situation worse. Asian
countries are among the main purchasers of its three principal exports oil, bananas, and shrimp.
"These measures are harsh but absolutely necessary," said analyst Jorge Rodriguez. "The
sucre could not remain overvalued after its real value fell internationally. It was becoming less
competitive."
The Central Bank said on Sept. 11 its foreign currency reserves fell US$70 million the previous week
to US$1.75 billion. On Sept. 12 Finance Minister Fidel Jaramillo said Ecuador had lost US$250 million
in international reserves during the past month.
Adding to the problems, Moody's Investors Service downgraded the country's foreign currency debt
rating to B3. The government now expects economic growth of 2% this year, down from 3.4% in 1997.
The trade deficit of US$346 in the first semester also concerns the administration, which promises
measures to reactivate exports. Mahuad has vowed to push ahead with privatizing telephone and
electricity companies and will encourage Congress to pass a tax reform aimed at reducing tax
evasion.
©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 2 of 3

LADB Article Id: 54594
ISSN: 1060-4189

Some financial analysts questions whether the measures will help or hinder. Alberto Acosta,
director of the Instituto Latinoamericano de Investigaciones Sociales (ILDIS), believes the package
will cause further recession. He said the impact on the poor will be dramatic, since the measures
favor speculative capital to the detriment of production, which is what would generate employment
and improve social well-being. [Sources: Associated Press, 09/08/98; Notimex, 09/09/98, 09/15/98;
CNN, The Miami Herald, Reuters, 09/15/98; Spanish news service EFE, 09/11/98, 09/15/98, 09/16/98]
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